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CONFIDENTIAL MANILA 1376 
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E.O. 11652: GDS 

TAGS: EGEN, ETRD, EINV, ASEAN, EFIN 

SUBJECT: ASEAN CONCERN OVER USG TAX TREATMENT OF AMERICAN 
INVESTMENTS 

REF: A) MANILA 1228 (NOTAL B) MANILA 939, 992, 1064 

1 . ACCORDING TO JOE FERNANDEZ OF THE DFA ASEAN SECRETARIAT, 

THE SINGAPOREAN GOVERNMENT HAD POINTED OUT THE ADVERSE 
EFFECTS ON INFLOWS OF PRIVATE U.S. INVESTMENT WHICH WOULD 
RESULT FROM AN IMPENDING CHANGE IN THE U.S. TAX CODE. 

HITHERTO, INCOME OF FOREIGN AFFILIATES OF U.S. COMPANIES 
INCORPORATED OVERSEAS WAS NOT SUBJECT TO U.S. TAXES UNTIL 
THE INCOME WAS REPATRIATED TO THE UNITED STATES. HENCE, 
CONFIDENTIAL 

CONFIDENTIAL 

PAGE 02 MANILA 01376 271036Z 

THE CALL IN THE MARCOS/LEE JOINT STATEMENT FOR AN ASEAN 
APPROACH TO THE UNITED STATES "TO PRESERVE THE PRESENT 
SYSTEM OF TAX DEFERRAL FOR AMERICAN INVESTMENTS IN 
ASEAN." 

2. WE NOW BELIEVE THAT THE ASEAN CONCERN MAY RELATE TO 
SECTION 1022 OF THE TAX REFORM ACT OF 1976 WHICH REPEALS 
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THE EXCLUSION FROM DIVIDEND TREAMENT PROVIDED A U.S. 
SHAREHOLDER FOR ACCUMULATED EARNINGS AND PROFITS OF A 
LESS-DEVELOPED COUNTRY CORPORATION IF HE SOLD OR 
EXCHANGED HIS STOCK AFTER HAVING HELD IT FOR A PERIOD OF 
AT LEAST 10 YEARS. (SEE SECTION 1248(D) (3) OF THE 
INTERNAL REVENUE CODE). THE EXCLUSION FROM DIVIDENT 
TREATMENT (HENCE, CAPITAL GAINS TREATMENT) ENCOURAGED 
ACCUMULATION OF EARNINGS AND PROFITS OVERSEAS, AND ITS 
REPEAL WOULD LI KE LY ENCOURAGE EARLY OR ANNUAL REPATRIATION 
OF EARNINGS AND PROFITS WHICH WOULD IMMEDIATELY RESULT IN 
A BALANCE OF PAYMENTS OUTFLOW FROM THE LESS-DEVELOPED 
COUNTRY RATHER THAN POSTPONING AN ACCUMULATED OUTFLOW TO A 
LATER DATE. WHETHER IT WOULD IMPEDE PRIVATE AMERICAN 
INVESTMENT IS ANOTHER MATTER, HOWEVER. 

3. WE ARE NOT TAX EXPERTS, AND WE ARE NOT SURE 
WHETHER OUR SUPPOSITION ABOVE IS CORRECT. WE WOULD 
THEREFORE APPRECIATE THE DEPARTMENT PROVIDING THE 
NECESSARY BACKGROUND AND GUIDANCE AS TO HOW WE SHOULD 
HANDLE THE ASEAN APPROACH WHICH IS YET TO TAKE PLACE. 

SULLIVAN 
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